by Karl O. Nygaard

Economie Impact

of Federal Government Programs

FEDEREL Government programs, 28 detailed in cwrrent
and requested appropriations, provide a major expansignary
force in the 1952 econonuy. This upward trend is a continie-
tion of the movement so sharply pronounced over the past
year-and-a-half. Of the $60 billion incresse at anrnwval rates
in the value of the national product from mid-1950
o the final quarter of 1951, defense expenditares accounted
directly for aimost hall, or sbout 29 hillion. About one-
eighth of the national product during 1951 as a whole went
for Foderal purchases of gooda and services as compared with
8 percent on the o a in the 194650 poriod. CGovern-
ment procuresment wos a msajor influsnee behind the vast
expansion in basic industrial facilities, which is currently
beng made at resord rates.

Defense 14 cents of output dollar

Thut the defensze progran bas been u driving force behind
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$12 billion st sonual rates in the second quarter of 1950 to
$41 billfm et sumuel rates in the fourth gquarter of 1861,
This 328 billion incresse, becavse of zomao deeline in non-

NOTL—ME HYGLARD IS 4 MEMPER OF THE HATIONAL BOOHOMIAS
DEVISION, OFFICE OF BUSINESS EODHOMICS.

g

defense purchages, more than ncepunted for the total inereasa
n _ngeru.l purchases of goods and services during this
sriod.

An iperensing share of the gross national product has been
directed to the defense program. By the fourtk quarter of
1851, national defense was taldng sbout 12X conts of ihe
national produet dellar es compared with 11 cents during
1951 gs & whole, (See dpre;cadmg chart.) Some appreciation
of the actunl magnitude of this total may be had from the
fact that defense spending wsa almost equal to all retail
sples of food for home consumption. If tha vanous foreign
economic aid e are added to the national defense
expenditires, the combined total amounted to an annual
rate of almost $45 billion in the fourth quarter of 1951.

Freliminary estimates indicate a %4 billion inerease in
defense spending at annual rates from the fourth quarter of
1951 to the first querter of 1952. Thus, the buldup in
military strength is pow feling nearly 14 esnts of oor he-

-tional product dollar, and is scheduled to rise fursher both in

totel sud s a preaportion of aggragate output.

Indirect impact of defense orders

Ths vohime of direct defense spending i3 not a full measure
of the ¢ver-al! impact of the defense pro on the eson-
omy. The expansionary offects of the order placements for
defense procurement items since Korea over and ahove the
$41 billion of direct defemss spending threurh the fourth
quarter of 1951 hava been great. This baeldog of defense
orders not only forechadew: future ineresses in defense
spending, but has provided the basis for increases in fixed
investment and business inventories. Thus, in addition to
the backlog of erders, plant and equipment outlays asso-
cinfed with the defense program must be considered in
megsnring the over-all impact of tha defanse program.

Ii ie impossible t¢ indicate precisely the indirect impact
of the large volume of defense orders placed by the Govern-
ment, but it is suggestiva that there was a 39 billion increase
(anaual rote) m private outlays for producers’ plant and
aquipment between the second quarter of 1950 and the
fourth quarter of 1051. A major portion of this increass was
associated either directly or indirectly with the build-up
in military strength. This incresse in fixed investment, I
itself, reprecents portinl cotaplation of one of the fundamental

of the present mobilizetion program: to provide the

induwstria]l basis for rapid expansion in output to

meet larger total munitions demands in easa they should
eventunte.

Private purchases maintained

A combination of several factors has tended to ameliorate
the distorting effects of & Governmens program of this mag-
pitude upon the private econc Mosi important, was
tke Iact that the increase in defenss cutlays & the
fourth quarter of 1951 was assomplished larwely out of 20
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increasé in national output, rather than at the saovifice of
Bruduct for private investment or persensal copsumption.
espite epecial materiol ascarcities, residential constroetion
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and other private nondefonse investment—though being
sradually reduced--remained at high levals last vonr. Per-
sonal cousu.tafut.iou in real lerms was ashE:Fh in 1251 as in
1850 and cowid bave been even higher it not been for
the chonge I consumer spending Datterns which ocourred
durm,gf 1#51. This resulied in a significant increasa in tha
rate of porsonal saving,

The compesition of the evrrent dollar change in gross
patone]l product from the second guarter of 1950 to the last
quartar of 1951 8 made clear in the chart above.

Munitions proportion rising

. The initial phases of the military expansion program,
in the late months of 1950, invelved a rapid merease in
military and civilian pay rolls, trensportation costs, and other
service axpenditures, and in purcheses of civilian-type pro-
furement, ihems. eze expendibires accountbed for more
then holf of the £1% billion increase in defense spending from
clendar 1950 to 1051, However, by the end of 1951, the
zizer of the armed forees was mpidly approaching the atatu-
tory limit while the number of elassified ' employess in
most defense agencies had already resched the programed
totals. Further ineresscs in the purchases of serviees and
subsitence and clothing items, therefore, sre expected to
be ﬂﬁdﬁmm. D e

e Dofense Dopartment has ed with private indas
8 hugs total of orders for rﬂﬂli) hard E:ods—p]mtilz
weapens, ahips, t-rnnrsé:ort.atiun equipment, etc.—and deliv-
fries ggningt these orders have expanded stesdily. Dlespite
the long lead times involved in in ing output of man
mtnmttzlg fabricated munitions, deliveries of hard goo
imounted to over $10 billisn during 1951, or about three
tirnes the amowunt of similer deliveries in 1930
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If the value of militery construction pub in place is added
to such end-produet deliveries, the total inerensed from less
than §5 billion in 1950 to about $13 billien in 1951. These
items comprised nearly twofifths of total defense spending
in 1951, (Bee chart below.

Although bard goods deliveries tripled betweaen 1950 and
1951, this catzgnr}*_wiﬂ continue to show & Inrge expansion
for an extended pericd. Machine tool bottlenecks, improva-
mentz in design, and other elements alway= present in the
initisl phaszes of such s progrem bave all constituted obatacles
to bo overcome bofers maximum production eould be
achieved. By the end of 1851, the machine tool, design aud
operating problems were being overcome, though many
ecomplexities still existed in balancing prasant = against
future contingencies and later improvements, - By the last
quarter of 1951 deliveries of hard 'goods were up to an
annual rate of $15 billion with n steady future 1ise in prospect.

Tha ENTIRE RISE in Fedsral budget expandituras
in 1951 ovar 1950 was due ko the increase in
DEFEMSE OUTLAYS.
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Diaferize necounted for threefifths of Federal budget ex-
penditures in 1951. If other war and related expenditures
such as veterans' benefite, foreign economic aid, and interest
on the Federal debt are added to the direet defenze epanding,
expenditures for past and present wars took over four-fifths
of Faderal budget expenditures 10 1951,

Available funds foreshadow rising output

The maximum impact of actual defense outlays upon the
aconomy is still ahead, and the expanding ‘?Ir&cmment tim-
gri_l.m will add greatly t0 both cur actual military strength in

eing and our econcmic potential to supplement this at &
rapid rote, i necessary. The general picture is elear from
the chart om page 10, which shows the status of tha $150
billicn of funds available at the beginning of ealendar year

1952 or requested from Congress for fiscal vear 1953,
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Congress has made svailoble since June 1950 over $130
billion for the militsry funections of the Defenso Department,
foreign military aid, the atomic eneréy program, stockpiling
of strategic materisls, and cther defepse-sypperting activ-
itiea. By the end of 1951, the varrous agencies participating
in the defense cffort had obligated about 383 billion of this
total, of which 554 billion represented orders for procurement

of goods.

‘%?_::m,l defense expenditures through the end of 1951 for
services porformed, delivered procurement items, and prog-
ress payments for work put m place on the undelivered
ttoms, amounted to $41 billion, or less then half of the com-
mitments for defense purposes, Thus, about $90 billion of
the 1951 and 1952 appropriations for national defensa
remained unexpended as of the bepinning of calendar year
1952,

In the Buadgct of the United States for fiscal Year 1953
the President recommended additional new obligational
authority of $60 billion for defense tﬁurpom for tha coming
fiscal yesr. This represents more than three-fourths of the
total new obligational sutherity recommended for all oper-
ations of the Faderal Government for fisesl 1953,  Altho
bhis‘iisbilmt}m“fi &'b-uut. $9 hillion ]}.asscthm the fam%ﬂ:l mivle
available for defense o o ar
1952, it should not be memdrm a I1:1!%:!";"I\.Erlﬁlﬁ.'.r:1::'-::1 mvisio}:;eiu
she over-u]l geals of the defense progrom, smce it must be
considered in conjunction with the earry-over,

The earry-over of junds unexpended as of Janunry 1, 1952
plus the requested appropriztions for fscal 1953 a%g'mg&te
2150 billion. If Congrass v;:jlpmves tha nested 1953 ap-
propriations, this smeount wilt be availabie for the continuved
apbuilding of the srmed forces. This totel does not take
mto perount prezently planned expenditures beyond fiseal
year 1853, which will not require appropriations until later,

DEFEMNSE EXPENCATURES
OF $150 BILLION are
yet lo come from preseni
and racommended fiscal
1932 appropeichions . . .
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" ordered, 375 billion remains for
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Procurement three-fourths of $150 billion

Of this $150 billion, procurement items will account for
about %110 billion snd pay rolls 2nd other services for $40
billion. With 535 billien »f procurement items alresdy
lacement of new procure-
ment ¢rders after Jan 1zt of thiz year. Funds uncom-
mitted ot the end of fizeal 1953 are gxpected to be lezs ihan
$10 Lillion, so that new procurement orders during the 18
months ending with June 1953 chould execed $85 biflion.
Actual orders placed during the preceding 18 months
amounted to $54 billion. Actual expenditures for defensze
procurament will, of course, show a much sharper relative
rize than orders hetween the two periode.

Tha detailed schedules now I}EIJI'J? worked out in ageordance
with the policy dirsctives of the Department of Defense and
the Muonitions Board in Inte January and Februsry teke
into account production and design difficuliies still ahead,
Together with current military manpower goals, the new

rocurement schedules are expecied to indicgte & rise in totn]

efanse enditures from the end of 1951 to the end of
1952 not far from the $20 billion nerease Tecorded during
the coursg of 1951, Since, in contrast to last year, nearly
al] of this inerease would be int hard goods, achievemeant of an
egéjialifr ]ﬁﬁ dollar expansion in 1952 may prove mors
difficul. a quarterly trend of purchases may, neverthe-
less, be axpected to move staadily upward.

The impact of an increese of the order of $20 hillion upon
t.hr(exrrimtra economy depends upon the rate at which national
produet can be ineressed during the 'ﬁ'ear, and the demand
arising from the private economy for both capital formation
ond consump tion .

The incresse in total cutput in 1952 over 1951 i not likely
to he so large as the 3 percent rize from 1950 te 1951, for

of which $110 billien ora
for PROCUREMENT
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and $40 billion for
poyrolls ond other
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the reason that there are fewer unutilized rescurces now than
there were a year or so ago, Many industries are already
operating af capacity; there are limitations of supplies of
basic_metals, particularly copper; and demand for housing
and other durabie geods is being hmited by credit restric-
tions imposed for the purpose of restricting private demand.
Netional output can incresse further to meat s portion of
the increas mjﬁturﬁl;-equ}ramenta, but by the end of the
year it iz probable thet direet defense spending will take
roughly ane-fifih of naticnal cutput.

Recent trends in Federal revenuss and surplus

With the sxpanditure trend sharply upwsed, the budget
prozpects hinge upon the size of the revenue flow. Revenues
have moved w 85 & result of two major influsnces—
expanding income which hes incressed the vield of existing
taxes, and the larye inerease in tax rates.

During the calendar year 1851, budget receipts increased
by $16 billion, or 42 percent, from 1950. Desplgta this large
increase, budget expenditures exceedad receipts by $23 hillion.

For analysis of cutrent impact of Faderal hscal policy
upon the ecomomy, it is conveniant to anslyze Faderal
receipts and ex itures in terms of the netional inesme
and product sccounts rather than the sdminjsirative budget,
This brings out the importance of the different types of
Governmernt revenua and expenditures.

Table L.—Fodoral Recelpts, Expenditurcs, snd Doficit or Slu'pluu
Years 1950 and 1951
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A% the present timne the mein practical difference between
these two concepts 33 that Federal tax and nontos payments
by business in the income and product accounts are meas-
ured on an a is, whereaa administrative budget
*oceipts (like the cash statement) ars ob o collections basis,
A second important difference is that the stwplus of 2oeinl
insurance funds is included in the Government surplus in
the income and product nccounts (and in the cash statement)
but not in the administrotive budget. Other but less im-
portant differences between these concepts are made lear
in the appendix. :

TFaderal tax and nontax liabilities (with business tnxes on
an accroal basis) rose by approximately $19 billion te $69
billion from enlandar 1350 to calendar 1951. Thus, Federal
l'ecelllllt-s on the income and product accounis represenied
tne-hifth of tetel gross produst m 1951, a slightly higher
propartion than during World War II. Cash receipis, at
considerably lower lavel, rose from $42 billion to 359 billion,

. ifference was largely due to the lag in collections of
direet, taxes on corporaiions behind the aecruals as veflected
i the income and product accounts.  Administrative budget
fereipts, which do not inelude trast fund collections, were
arpund $5 billion below cash receipts. Thus, the surplus

SURVEY OF CURRENT BUSINERS 11

on the income and product sccount was lnrge in both 1950
and 1951; 1t was small on a cash basis, and the cenventional
budpet accounting shows a defieit. Tabla 1 shows the
COMpPATISON. ) ) )

Tor purposes of economic anslysis, the surplus on income
and product account is the most significant and eonvenient
to deal with sibce it is conmsistent with Commerce Drepari-
ment data for private savi I spite of ihis large sur-
plus, the economy wes subjected to inflationary pressura
which can be traced te two not unrelated sources: (1) to the
quarterly trend of the Governmont position—from surplus
toward deficit; and (2) to what happened in the private
seetor of the economy, whera Government orders and expec-
tations of future Government expenditurss induced large
inereages in spending. What happened in domestic markats
was, 25 the analysis of our international balance of i&}fmeut.s
revigws in thiz number and the Febraary issue males cloar,
duplicated in foreign markeis where inflationary trends have
also been apparent. The experience of the past 2 years
clearly demonstrates the necessity of assessing the economic
impaet of the Federal Government both direcily and indi-
rectly, the latter frequently—as at present—being a more
diffienlt taslk.

All major sonrces contribute to revenue rise

Fedoral budget recsipta increansed by 316 billion from
calendar year 1950 to 1851, equivalent to about one-third of
the total inerense in gross pational product during the year.
These receipts wera equal to 16 percent of national ouipnt
in 1951 as compered withk 13 percent in 1950,  This relation-
ship f= certain to be even higher in 1052 in view of the largs
valume of collections anticipated on the basis of 1951 and
current incoma levels and the new tax rates,

DIRECT TAXES ON INDIVIDUALS in 195t accaunted
for necidy ope-half of mach FEDERAL #ex dollar, while
torporale taxes accountad for over one-fouth.

BIREGT TAXES:OR
7 INDIVIDUALS .

_ TE?:REGEN i
mnﬁﬂﬂﬂs .

& SERUITWENT OF SONNERSE, OFFICR OF BLSINESE COONONMICE =
Al of the major tax sources contributed to this $18 billien
inereass rotghly in proportion to tha relative importance of
the various sources »8 revenue producers. That is, in both
1950 and 1951, collections of direct taxes on individnale
accountad for wlmost half of the iotal receipts.  (See chart
above.) Idrect texes on corporations, which increased
slightly relative to the total during the year, accounted for
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somewhat more then one-fourth in 1951, Howevar, a
significant increase m the relative importance of direct taxes
on ¢orporations i3 expected for 1952 m view of the fact that
corporationz will commence payment on the larger 1951 tax
Tialilities in the first quarter,

Diraet taxes on individusls tool almost 11 cents of ench
dollar of personsl income in 1951, but still slichtly less than
the peak proportion in effect during World War I, This
11 cents tax-talte of each dollar of 1051 perzomal income,
however, is to ba comparad with 3% cents in 1960 and I to 2
cents during the period from 1929 4o 1941,

The increment in personal tex collections from 1950 to
1951 was & substantialiy higher percentage of the incrament
in perzonal income than the average rate in eoffect during
thesa 2 years. Of each dollar of increass in parsonal ncomes
from 1950 to 1951, 31 centa went for direct Federal taxes.
Tt is to be noted that deapite thia high tax increment from
1950 to 1951, personal saving increazed by almost $7 billion
88 :mdi?idlg.ajs reduced their expenditures »t & time when
their total income was still rising. It is not possible to assess
the effects of rising taxes on this spending pattern, as ethar
major influences were likewise at work.

creased collactions from direct taxes on corporations
sccounted for shbout one-third of the total increase in Faderal
budget receipts batween 1950 and 1951, In both years,
zich eollections, which were based on prior-year liabtlities,
fell far below tax liabilities on_current-year income, us hoth
corporate profits before tax and the tax rates applled: to them
were moving up. Although corporate profits befors taxes
ineressed by $3 billion from 1950 to 1951, corporate profits
after current-year Federal tax liabilities daclined by almost
one-fifth during the vear. ‘This resulted from the 57 billion
inerepsz in collections from direct taxes on corporations,
On an acorual basie, divect FPedersl taxes took 58 centz of
every dollar of corporate profits before taxes in 1851 as ¢oxn-

with 43 cents in 195).

Az aresult of incressas in the regular tax rates on corporate
profite and ensctment of the excess prodits fex since mid-
1950, Federal mr;lxornta profits taz accruals took slmost one-
tenth of natiopal income m 1951, the largest proportion
duting the entire period 1929-51. Dwuring the war years
1141 to 2845—-whan taxes financed bess than half of Govern-
ment expenditires—between 6 and £ cents of each dollar of
netional jncome went for ooﬁpo;nte rofits tax accruals as
compared with 1 i 2 cends e pariod 192040 and
7 cents in 1950. The combined Fedaral and State effactive
12X rate on corporate profits is currently close to 80 percent.

Indirect business taxes accounted for Yess than 32 billion
of the total $16 billion inerease in budget receipts from 1950
to 1951. Collections of such taxes, which consist chiefly of
axeizes, sccounted for about 15 percent of total budgzat
collections in both 1950 snd 1951, but some decline i the
relative mmporiance of this tax source is indicated for 1952,

Fiscal prospects for 1952 _

During the first half of fiscal year 1952 (Jaly=December,
1951), budget expenditures amounted to $31 billion while
budgst receipts were $24 billion. The $7 billion budget
deficit and the $4 billion cash deficit implied in these figures
ara somewhat larger than in comparzble periods in recent
years. They do not intluds, howavar, the largs volume of
raceipts to be collacted in the first quarter of calendar 1052
which will reflect the deluyed impact of recent tax increases,
tha h:;ﬁ'h&r levelg of personal and corporste ineome in 1951,
and the further acceleration of corporate tax payments,
Tha lnrge seasonal increase in collections in the fivst quarter
of this yenr will nlter this deficit, snd will give o cleprer
indication of the results for the entire fiscnl year 1952 than
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iz avaiable st present. The following chart refleats this
patitern though it is not possible now o calenlata tha actiwal
size of the heavy March tax payments. |

Total budgat expenditures for fiscal year 1952 waro esti-
mated in the Budget transmitted to Congresa fast January
to amount to $71 billion, with nationnl defense and foreign
aoonomic pid secounting for over two-thirds of the total

FEDERAL BUDCGEY EXPENDITURES have increcsed -
markedly since Koreq, with the deficit oppearing to
be larger thon seasenal in the last half 1951,
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‘This estimate implied b f, expenditures amounting to 5440
Lillion & the first half of calendar year 1952, Budget re-
ceipte were then estimated af $63 bilion, indicating an 8
billion budgei deficit in fiscal year 1952, The cash deficit
for the year was estimated at 34 billion on the basiz of the
excess of trust account receipts over expenditures. Thase
eatimates will be influenced by both the trend of revenues
and the rate at which setual defense outlays rise durnng the
period anding next Juna.

Increased deficit probable in fiscal 1953

Recommendations by the President indicate & decline of
abont $9 hillion in rew obligntionsl authority for fizeal yemr
1953 from the $93 billion total for fisct] yenr 1952, Accord-
ing to the Budget document, however, Federal Budgai
expenditures may exceed new obligational authority in fiscal
geu.r 1933 s & result of the acceleration in defense spendi

TOIN PrlOT-Fear appropriations. chiures for nafio
seturity nre expected to acconnt for about three-fourths of
the estimated $35 billion of Budget expenditures dwring the
yeat, & gignificnntly higher propertion than was the case in
the two previous fiseal years,

_Budget receipts in hscal yesar 1953 are estimated at $71
billion. Thess estimatsd raceipts im]?i & Budget defleit of
$15 billion and a cash deficit of §10 iﬂ;uu. To reduee this
prespective deficit, the President has requasted 'Dulﬁ'mss to
Increase (Dxes by an amount equal to that which would bave
completed the program he recommeanded last year.
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The Structure of Federal Debt

During tacent pears, the smount of the Federal debt out-
standing has remained relatively unchanged. By the end of
fisenl year 1053, however, it will have increased agsin on the
basis of the Euégeh eatimates, thus adding to the problem of
debt menagement, The mereasing portion of the dabt which
hes comas io be held by United States Government investmeant
secottnts sinee tha end of World War IT, and the subatantisl
incresse in the amcunt of shori-term isswes, are two note-
worthy developmenis.

One-sixth of debt in U. S. trust accounts

While the volume of Foderal dobt éutstanding in 1951 was
the ssme 85 in 1946, the amotini of debt securities held by
United States (Qovarnment investment sccounts was $11
billion hi%uar, By 1651, these trust accounts held about one-
gixth of the totel outstanding, With business activity con-
tinwing at high levels and the scope of social security activity
inerassing, the irust accounts should become aven more
significant as holders of the Federal debt.

enever & surplus of trusi accouni roccipts over trust
account expenditures occurs, this lus is used o finance
budget deficits and o refinance y existing debt,
fapt that holding= of the trust sccounts ineressed by about 43
billiow from 195G to 1951 is indicativa of the role they playad
in the financing operation during 1951,

As 1 result of the incranzed boldings of Federal debt securi-
ties by the trusi accounts, and the fach that total debi re-
mained about the seres, the amount of debt privately held is
ghout 511 billion less than in 1948, though it has remained
quite stable since 1249. Thus, the 3 billion dechne in bapk
holdings from 1948 to 1450 wes offast by the inerease in hold-
inga by individusls and private associntions. However, the
reverse of this sitystion ocourred from 1950 to 1951, During
the pust year bank holdings meressed by $3 billion while the
debt held hy nonbank private %ﬂnﬂ and sssociations—
wainly insurance companies—i by about this amount.

Proportion of short-term issues

The Jarge cash balance on hand in the Treasury at the end
of World Wer IT was usad to retire short-term jssues.  From
19468 to 1945, furthar reductions in the amount of short-
term debt were pocomplished. Tn part as a result of these
retirements in short-term debt, amounting to over $38 billion
between 1946 and 1948, the 1 term downward trend in
the computed interest rate on intereat-bearing Federal
securities was reversed in 1944, ]

Sinca 1948, the portion of the Federal debt in short-term
gectrities hns o risen. Outstanding short-ferm issuss
have increazed by almost §23 billion since 1948 so that by
1951 these shori-term issues accounted for about three-
tenths of the total gress debt. Thus, despits the shearp
increase in short-term rates, the Treasury has been able to
fnance and refinance the debt at s lower avernge interest
rost. than would otherwise have been poszible.  However,
with over 70 billion of the Federal debt in the form of short-
term sequrities (maturities under 5 years with the bulk 1
Fﬂaﬁ or less), & large portion of the debt must be refinanced
each year.

From this point on, the Tressury will have to meat enlarged
maturities ofp war savings bonds, though in the case of Series
E Bonds meturing in the last 8 months of 1951, & high per-
tentage—menrly four-fifths—has not heen presented for
rayment, Thua, the $1.7 billion axcess of redemptions ovar
sxles of United States savings bonds during 1951, the bulk
of which oceurred in tha early months of the year, must be
twaced mainly to other factors. The Trensury recently
smuounced that it would pay an average 2.9 perdent on the
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face valus of the matured E bonds for an additional 10 years
in vrder to encourage bond owners to bold them rather than
present them for payment when due.  As a further indnee-
ment, the Treasury will pay a higher rate of interesi—2}
percent—in the enrly years of the second 10-year period than
was the caze dunag the first matarity.

Debt and taxes related to income

The amount of Federal taxes currently levied, and debt
presently outstanding, by themse¢lves do not provide a
measure of the borden imposed by Federal Government
operstions. When related to a general economic measure
such as the national Ineome, the relative roagnitodes m-
volved become more menningful, Tax burdens have, by
ﬁ meastrs salected, substantizlly increasad by reason of

ense raglirameants. :

Federel taxes, on the basis of either the income aad product
secounts or the administrative budget, rapresented 4 signifi-
cantly larger proportion of the nationsl income in 1951 than
in 1950, ing 1841 as a whole, Federal tax collections
were ghout one-fifth of national income as compared with

" ona-gixthk in 1950, the first ineresss v tax collections relative

to national income since 1945, Althe this one-fifth was
still helow the proportion prerailing during the peak war
yenrz, it wes more than triple the average tax-to-income
relationship duﬁff the 1930%. ) .
'The impact of the three texincreases enacted sinee Korea, is
further indicated by the faet that the rise in Federsl tax
eollections from I850 to 106l was equal {0 more then two-
fifths of the incresss in nationsl income during the year.
On the basis of the corporats profita tax
during 1951, payment of which will commence thisilen:: nxd
the anticips inersese in collzctions from individnals
Federal taxes are expected te egoal about one-fourth of
national income during 19562 as & whole.

Daspite some increasa ininterast rakes, INTEREST
on the Federal deby declined relakive o
MATIONAL INCCOME after 1944,
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The revenue ru}uired to zervice the Federal debt repre-
sents one aspect of the enlarged cost of Federal operations.
Some mensure of the burden of interest paymants is provided
in the relationship of interest paid on the Federal debt to
nationgl ineome.

_ The chart above shows the 5 that have occurred
in interest rates and I the ratic of debi-service coste to
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national income since 1829, Interest paid on the Federal
debt declined as & percentage of national income betwea
1023 and 1943, As a result of the very large increases in
Faderal debt to finance the war, this percentage increased
rapidly {rom 1.5i0 1943 to the peak value of 2.§ in 1946,
ince 1046, the burden of the debt, sa messured by this
relationship, has declined by about & fourth. This dji;cline
was the result of the rapid increase in national income while
debt outstanding remained pbout the same snd interest rates
incressed only moderately—the result, in part, of the larpa
wolume of skoré-term issues with lower rates than required
for longer taaturities, However, this latter effect was partly
offset by the sharp incrensa in the 7ate on short-term 18Ees.

APPENDIX

HMational income and product accouns definition of Fad-
eral receipts and expendifures differs somewhat from that
implicit in the Federal administrative (or traditional) budget
and in the Faderal conzolidated cash statement.

These definitions may be disermsed from the viewpaint of
the zovernmsentel ares covered and the elassification and
tiraing of the 1tems inciuded in each.

Federal raceipte and expenditures as shown in the ndmin-
jstrativa hu‘iﬁ“ mclude only those of the general and special
acsounts of the Treasury, and the net expenditures of wholly
owned Government corporations; trust geeount transactions,
in the mgin, are excluded. In contrasi, both the consoli~
dated cash statament end the nationa) insome and product
nocount alss inglude, on a consolidated basis, the iransactions
of the trust accounts and, therefore, cover more completely
the activitiez of the Faderal Government.

Further depsrtures of the national income and product
account from the other two statemenis are due to differences
in clessification. In the first place, smee what ie desited ia
a consolidated eurrent cpersting account, the capital trans-
sotions of the Government are excluded from the national
income and product sccount. Secondly, revenues and ex-
penditares are subdivided inte clussifications necessary for
national ineome purposas. Thess ars, for recsipis: direct

nol tax apd nontax receipts, direct faxes on corporate
income, Indirect business tax and nontax accruals, and con-
tributionz for social ipsurance: end for expenditures: pur-
chases of goods and services, transier payments, granis-in-
sid ic State and loenl governments, net mterest paid, and
suhsidies less current surplus of Government anterprises.

The timipg problem arises primarily from tle need to
articulate Government transactions with the esrvesponding
peyments and receipts recorded for other sectors of the
econgmay. Since the budgetary accounts sre usually on a
cash basis, modifications must be made where this would
differ frem the scerual records maintained by private busi-
ness.  'Thus, with reference o receipts, the most important
divergence of necrual from, cazh timing appesrs in conmection
with gﬁnnsinam taxes—ospecially those on corporate profits;
on the sxpenditure side, divergencies arise, for example
From the ]p:g between deliveries of goods to the Fede:yni
Government and payment therefor, which may reguice
gdjustments to the {evel of expenditures for goods and
serviees. . )

Further disenssien of these differences will be found in
the 1951 “National Incorne Supplement” to the Surviy or
Currint BUsiNess. L 1

The follewing table lists the statisticsl items that reconcile
the three defiitions of Tederal receipts and expenditures.
The items listed constitute adjustments cither for coverape
or [or classification or for timiog difierences.

Marveh I052

Tahle A.—Neconellintion of the Federal Governmomi Account With
the Conselidated Cash Scatement and the Adminisicatire Badget
for Fleeal Yaar 1951 .

RECEIFTS
. [T
Income and nef atooent vy
gecmu tax agd ontax Ha'iiiliﬁm ...................... 2L 9
rate profite tex Bceruals, . ____ .
Inmh byminess taw and nontay Habilities. . _.
Coniributions te socind fosucfned .. o c oo cemmammaa L
Egaale: Federal recaelpts, [ncome and product aeeonnt. _____. __ 62 %
EE.wm of coTporate G2 tax acerualz over cash
collections (rat Of refundsg) _ . __________ 9 8
Exvese of individus! income tax withholdlngs by em-
Ployers aver deposits with Treasury . __ . __._ -2
Federal contribotionz to employes retiretment amd
vetarang’ ETush aceauhks ©_ N -2

Fedgu] swployes coniributions be rettrement funds, .4

Plus:
Balez of povernment propsrty ... .. o oiiacoeaaoaana
Proceeds of povernment-wisd seounibiebe . —— -~
Drther capital recelpts

Budretery

e
--1 0

Equals : Congalidated cash recoipde. ... ... oo
Le£a: Cach truat pocount Teceipta_ __ . .. _.oa..
Plus: Puyments to the Treasury by Fedaml agencies and

other minor adjustmEntE. .. oo e e e e e e em e

. e ).
B MR e

Equala: Adminisiraive dudgst receipts .o e o e e dB. 1 -
EXPENIMT URES

Income and prodoct erevunt:
Purahasss of poods and seevites . . ________
Transfer PAYIOEN e carsnssermramassnasao-aammnram
Net interast paid by the Fedoral Governboent ... _._
Bubsidier Jesz current sarpius af gavernment anterprises. ..
Grantacin-ald to Btete and loeal governments ... . . ..

B oponed
W — o S

-

Eq“all.sa;sFadM expendituces, intoms snd produoct acceunt. -

Federal comtributions to employee retirement ol

VELOTATIE" traat AEecoUEE . v e e e e e esmmwammm
Faderal emmployes contribations to retirement funds_.
Acorued intersst on savinga bonds snd Tressury bills_
Basasnal eod sther adyostments ta Cotnmodity Credit

Corporation expenditures. . o oo o oo e acm
Inerease in aocounts payable 60 business, ... _______

Plus:
Major Icana and nat investments {excluding . . Ci.
Fadsral Governmant seles . __ . ... __..______
District of Columbia expenditwres . __.____________
Mizcelianerus capltal tTANSACEONA. o e seeeccmmasna
Statistieal errors and omtiegtone, o ___________

™. ..
LT - T )

.

Exquals: Consolidated cash expeudilurces . ......ca

Less:
Cash trust accounb expenditores_ ..o ___
Llaaring agcount for gutstanding cheeke. o oo

e B
B M knmnepnor

Plus:
NMontash interest paymems. o oo ciiao i 1. @
Tranelere to trust accounts and Fadaml esploeyoa

yrol) deductions for retirement e ccoc oo cee e 1.4
Other minor sl fUstnenis aoee oo ca- S —, —

Bquals: Admioistraiive budgel expendifnres. . meovamamnaceann dd§
Move: [tems will not necessarily add £ tatals dus to eounding.
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